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B EER, FERKBEAERSE, Hibhg
TEOREUBESEBLEN, SZHiEENRIT
HREHNAK,
4.2 FERGEHEXEIN

F35H EE A Pearson M C R BFEMH, F3
PR RS, B M5 o R BMES AR
MTEHBEEMES, BHEAFEHMEXME
AT, EAMSARBRENERALH =L, 5
H A 7350, &AM RS & fn 2 248 B 0 ™ p A8
KEREP BRI BE (4% H) H0.508, 3 B #F
T RZBAFIETEN L EILEL MR,
4.3 DRSRAH

FAGHH (X)) MRS R, LR TERAY
FAEME SO BIF AR, R4 (1)
FUFN (2)F) 2 LA Lnapp HHZEE ML R, (3) 5] F
(4) 3 2L Lopub A R AF B # RS 345 R . (1) FIFER I
ABRAE BE A7 ok A 4 R R L Ah B 4 2 B R,
Efficiency ¥t N IE, HE 1% K ¥ L B %, £ (2) 5
o — R g T Al 2 T il 32 me 4 ol £ B 77
WM R B E R B, Efficiency #) R AT 7 1% H) 7K
FRERE, HefiHimA B E B K, (1) 5 (2)
Gl S R R B W 55wl SR B AR 4R T
R T B N 7 ol O A =R B A
2 7 & B R B A b A B0 7 7= K OF o FE (3) B (4)
Fiep, Pl Lnpub AEZEEFBAME R AL, H F3H

MB 972 1.801 1.464 0.752 7.183 1.033 3 .

Lnage 972 2.460 2.565 0.693 3.091 0.467 e 35 ) 748 B 5, RD/TAS 4 b B FT ™ i 5 IE 4
Topl 972 0.402 0.405 0.085 0.740 0.146 ;gi %‘gfjfjitfﬁiﬁ,‘éfgiéj ggiiﬁiﬁ?g
&3 Pearson X FRH
Table 3 Pearson Correlation Coefficients

Lnapp Lnpub  Efficiency RD/TA Roa Cash Lev Size MB Lnage  Topl
Lnapp 1. 000
Lnpub 0.911*"" 1.000
Efficiency 0,047 0.095°** 1.000
RD/TA  0.009  0.013 -0.009 1. 000
Roa 0.109*"" 0.101"*" 0.019*" - 0. 049 1. 000
Cash 0.033 0.013 -0.012 -0.083"" 0.328°*" 1.000
Lev 0.049 0.046 -0.026 -0.039 -0.300°*~0.304*** 1.000
Size 0.348°"" 0.372"" 0.091°*"-0.046  0.093"-0.078"" 0.435°*" 1.000
MB -0.165""-0.181"" 0.057*" 0.027 0.129**" 0.181***-0.329"""-0.508*** 1.000
Lnage 0. 016 0. 036 0.164*** 0.025 -0.083°"-0.125*"* 0.202**° 0.178***-0.075"* 1.000
Topl 0.037 0.034 0.010 -0.020 0.027 -0.069"" 0.081°" 0.269"*"-0.199"""-0.142"""1.000

EUASRHRERE,H M EEBE, TR,
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BB A X 4 ol A BT R R AR
Topl 5 4 ol BB 7= tH 2 AAM KK R, Xl 885 H 1%
FB R o MR R XL F A BT 5 3 A K o Lnage 5 2k
RIF = WA ()R EMK, BE BRI ARE, &
(O)FI A RE. HbhEENARE,

®4 H HRESR
Table 4 Test Results of Hypothesis 1

Lnapp Lnpub
(1) (2) (3) (4)

0.7287"" 0.790°"" 0.706""" 0.843"""

Efficiency

(3.591) (3.652) (3.673) (3.861)
D/ 13.326* 9,417
(1.702) (1.243)
- ~0.915 ~1.252
e (~1.151) (- 1.622)
bk 1.612** 1182
(3.361) (2.542)
~0.193 ~0.096
Lev
(= 0.473) (- 0.244)
& ~0.092 ~0.119
e (- 0.762) (- 1.011)
- - 0.043 - 4.253E
(- 0.901) (- 0.002)
5 0.599* 0. 418
e (1.822) (1.311)
~1.873*" ~1.122°
Topl
(-2.928) (-1.803)
1.372°** 2,797  1.192*** 3.192
BET (3.064) (1.065) (2.764) (1.252)
e et il Bl et
SEA il £y il il il
L 972 972 972 972
AR R 0.017  0.033  0.015  0.041

E:CARHREBRE B TAMBEH A, 9RER
¥t FrEhNd EaScusterif i, TH,

FSHEMHAMH((4)0) WEBRER,LRTE
Pt 35 2% W80 R ER IR S A ol B R B Al T R
FSHI (D)FIF (2)5)] 45 45 B A X R 72 B T 4R A
FARAMES VAT RAZWMEPEIRER, (3)5)
MFGERETHENEAMFARAMES &k
BIF XA MR R, FER4GEM E, RS
A IF T MP UL B IF « Efficiency 1 MP + Efficiency. 3% 5 By
(1) 3N 45 R 8w , IF - Efficiency B [8] 13 F $U7E 5% B9 7K
FLERENE. RHERE AN EEBRSHLA,

=5 H flHHKEBSR
Table 5 Test Results of Hypothesis 2
and Hypothesis 3

Lnapp Lnpub Lnapp Lnpub
(1) (2) (3) (4)
0.278  0.429  0.501  0.609
Efficiency
(0.701) (1.112) (1.391) (1.642)
i - 0.742"* - 0. 801
(-2.281) (- 2.522)
IF. 0.738** 0.717*
Efficiency (1.971) (1.962)
uP -0.255" -0.315
(- 1.781) (- 2.532)
MP- 0.525* 0.471°"
Efficiency (2.231) (2.452)
9.772  7.341  11.264 9.711
RD/TA
(1.305) (1.004) (1.423) (1.151)
2 -0.941 -1.286* -1.012 -1.252
ne (- 1.222) (- 1.713) (- 0.931) (- 1.281)
1.034**  0.646  1.162**  0.592
Cash
(2.302) (1.474) (2.315) (1.205)
Les -0.632° -0.572 -0.648 -0.696"
(-1.751) (- 1.622) (- 1.634) (- 1. 816)
si 0.416*** 0.409°"* 0,454 0.476*"
1ze
(5.464) (5.472) (5.239) (5.067)
s -0.007 0.029 0.013  0.025
(-0.164) (0.654) (0.296) (0.563)
i 0.071 -0.043 0.062  0.102
Tase (0.381) (-0.232) (0.323) (0.514)
-1.212** -0.832* -1.292 -1.006
Topl ]
(-2.394) (-1.682) (-1.422) (-1.333)
~7.997°**~7.884°*°~9,125**- 10, 156 ***
i
(—-4.604) (-4.635) (-4.821) (-5.083)
il il il il il
Aoy f il il il il
pURIE 972 972 972 972
s R® 0.212 0.260  0.221  0.217

£ B 55 2 W 2 3R 0 4 T R £ ol B B P A R R
e % . KA % 4 Al (E R R K 4R A
JB B A ol €] B 5 B0 i Tk B A H T BT LKL, B
MESHERATARRE, WQHFH = H AT IE
B8R WA AE . RSH (2)51 28 tH B LA Lnpub 2y B 28
HEERERS (HFIME, X5 H, Y2
F5W (3)FIGERBAR, MP- Efficiency i) [Fl 13 R ¥ 7E
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S%MKFLRENE, RAERMERNE, £H
0 55 2 B 303 X 4R B A G A ol B 3 7 A 4R BE R
WO E . SR AW S F RE G B B SR F R B A ol B %
A RE B9 U 55wy, X R B R R A T GE 18] B B W,
FSHY (4)5 45 I LA Lapub g B 72 B # [] 5 45 R 5
(3)FIAHFE, X5 H, B — 3., RSWKBKLEEHR
B, 45 [ W 45 2% W) 28036 B 4 R B Ol o R B AR AR
L B 7 k4 B AR O A ol B B 7 i, HE Bh AR R A
{ix Ml B F BT BE /9 U 45 o i , AR UE Y B 3 B Y RE SR A
H, 1 H; 18 2 3 ik .

oG H WREER, LM TEAMF LA
PR L IX 4 BB R K CF A A Ik B 8 B Al A R
TERAWERZ &, F6 A FMF FM- Efficiency , FM

RESANBXGEERMAEREKFEEHNE#ERE
7K A0 B ] 4 b % R KPR 6 B9 (1) 31 A0 (2) 3 R
FM 3 R 45 6 & b & J&KF , FM- Efficiency 5 8] 15 5
BAES% K FLEEERNR MR EGE SRR
K5 5 W 5 8 B BORAFAE — 2 BB RN, M
DX £F £ 40 T A J K 1 R, 4R T W O 4 ] AR A
Al B3 7™ R HE AR RS . 6 1 (3) BN (4) 5
FM g 3o X I 9L & Rl R K F , FM- Efficiency ) 181 15 5
BESR R EARFERE NG, HHMXIERE
R RAKFSREAME A RBREFE—ENBEAK
Ji7, 4 X IF L 4 ol 2 R KO, 4R FAL M 55 O L O
oF 4 b BB 7 R R S FE AT AR S K 689 (5)F A
(6) 3 it FM g H X S [B] 4 i 2 J& /K - , FM - Efficiency

*6 H HRBSESR
Table 6 Test Results of Hypothesis 4

Lnapp Lnpub Lnapp Lnpub Lnapp Lnpub
(1) (2) (3) (4) (5) (6)
-y 0.797° 0.974"* 0.810° 1.017" 0.679" 0.848**
LelLene
¥ (1.941) (2.364) (1.953) (2. 425) (1.724) (2.095)
o 0.704*" 0.837°" 0.693** 0.958 *** 0.232 0.260
(2.491) (2.562) (2.323) (2.724) (0. 685) (0. 698)
FM - ~0.953* — 115 ~1.087" —1.425° - 0.340 ~0.542
Efficisncy (- 2.334) (-2.572) (-2.511) (=2.992) (- 0.753) (- 1.112)
11.277 8.710 11. 036 8. 379 11.253 8.511
RD/TA
(1.443) (1.014) (1.412) (0. 964) (1.465) (0.993)
2 ~0.853 ~1.198 ~0.836 ~1.181 0. 880 ~1.226
2 (- 0.774) (-1.255) (- 0.764) (- 1.241) (- 0.803) (- 1.305)
o 1.086* 0. 685 1. 069 ** 0. 666 1,091 0.700
(15,
(2.195) (1.381) (2.193) (1.362) (2.184) (1.366)
- ~0.688" ~0.638 —0.701" ~0.651° ~0.693" ~0.653"
(- 1.689) (- 1.637) (- 1.702) (= 1.671) (- 1.681) (- 1.653)
. 0,425 0.414*** 0.418""" 0.404 0.434*"* 0.422°"*
Lze
(4.621) (4.314) (4.552) (4.223) (4.724) (4.392)
. - 0.009 0. 027 ~0.009 0. 025 - 0.006 0.032
(-0.172) (0.542) (-0.182) (0.494) (-0.112) (0. 643)
; 0. 005 ~0.119 - 0.002 ~0.124 0.010 ~0.123
nage
o (0.021) (- 0.562) (- 0.015) (- 0.59) (0. 056) (- 0.587)
i ~1.312 ~0.938 ~1.294 ~0.921 ~1.300 ~0.928
o (-1.413) (-1.214) (-1.382) (=1.187) (-1.418) (-1.206)
i —8.474°" -8.321°"  —8.302**  -8.103"" ~8.617**"  —8.412°*
(-4.142) (-3.953) (-4.094) (-3.885) (-4.205) (-3.987)
Tk il ekl il Bl =l il
A | 42 il AT £kl =l il
UL 972 972 972 972 972 972
R R 0.234 0.277 0.231 0.273 0.225 0.270
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MEHABAEE RHABMXEREMAEREKES
HEE W 55 A AR ARAFAER AN . X A5 R AT
A IS, B ) A A R, ok B TR
BH—MAEHEERIARMMBER LT AL, REE
i & 7K 3 A olk B B PR e i 5 . H, K4
BRI, RoWKRERE - CBRE LR, N
AN HEIREANT GFEEERER.
4.4 H—RH

BISCHZE T & B W % 25 6 R X 4 0k A1 3 7=
BOSL e, IR 22 T 4R B W 45 4 ) R 3R O A Fe 2 R
AR BE Aol B 7 o DA R X 4 T R R K B9 B R K
AR (50 = N = o =5 @i 4 o 1 o N
o AR AR, A B 4R B AR A 4 ol B X BT RE 4 T 57
My, XN A AR R R R A oMb B B R B R Rl R 29 R,
A W55 & % ALMEIDA et al. "B BB, R 8L & - 8L
EREBENRMTARMEMER, SHEAY S
NEIMBEERGTEM TEARR SV EMELHE, #
bl 5|

ACash;, = ny + 0, Cflow; , + 0, Growth, , + 7 Size; , +
n,StdChange, , + s NwcChange, , +
nelnvest;  + Z Ind + Z Year+ 8, , (5)

Hp ACash,, Hi/AFl B &AM AELE, U4
Hu-D)ERLFARNEH S FRRTZHE
it ; Cflow, , Ay i 24 W) ¢ 4F & 78 7% 3 75 4 19 Bl & R it o
B Growth g i A F LF I HERARBKSE, L FHE
WA B K B 3R BE & 5 StdChange Jy i 2 W ¢ 4F B 56 30 O
NG, L dES (0 1) 4 5 30 0 3h R 2
B 5 B2 B NweChange 2 4% ] 45 1 ¥
BEERARME, LiES (-1) FREERANE
W5 ERE T Z R Invest Jy i A 5] t F I B A X
WL EREEER-MEEE A0S LS 8%
FEZ R AT, ~ 9 NEIERE S, N
BEHLIR 2 1 , ALMEIDA et al. ™3\ 3 24 2 5] T i #4
WARBAN HAEHRAENTHZINLENS
METAHEREL, TERANGEREAN KT
T, MR BT R A A B K B 2 A, 2 R 1) T R
AARELEBEBRBEARSIRENFT R, MR
(5) o n, BENE, WA R A IR M R4
o

AT RS E WM AR R A F R AR
ZBEREG)AHEME ENTHEAV S A A
HME ZEASMBSFSEBAMF LR BEM R
HI F AR AR BD

ACash;, = 8, + 8, Cflow, , + 0, Efficiency, , +
6, Cflow, , - Efficiency, , + 8, Growth, , +
B Size; , + B, StdChange, , +

B, NweChange, , + B Invest, , +

Zmd+ Zl’ear+5’§‘( (6)

Hod, 0, 0% 85,0, ~ 0, [ H R 58, N BEHLIR %
W R e BENR,RAEAM S AFANREEH
MR LT E R B R AR

RTH (1) FI BT ARERBR ((5)K) ME
HER, QP REAMEFAARES S LFELE
((6)RX) MEIAZRE, (1) 5, Cllow i [ 13 2 H K
0.390, H7E 1% KTV E B3, FHEARBIKFERME
KW . (2) 3, Cflow- Efficiency B 18] 19 7 %R -0.245,
JFFEFE 0% KT B E, RAEANFARINE
E—-ERELADTEMEARR LN BMEY
R, HiiEREROEIHGERSHMEERARNL
WENRK.

R RAMBLAVUREEWHBHROLER
Table 7 Regression Results of
Captive Finance Company Efficiency and
Corporate Financial Constraints

ACash
(1) (2)
E%74 t{f X Ll

Cflow 0.390"** 9.892  0.523""" 5.612
Efficiency 0. 025 0. 691
Cflow +
E;cimy -0.245° -1.754
Growth -0.015"* -3.603 -0.018""" -5.122
Size 0. 005 0.534 -3,291E™ -0.023
StdChange 0.225°**  9.721 0.219°* 10.732
NwcChange 0.358*** 15.332  0.365°"" 18.263
Invest  —-0.436*"* -6.623 —0.341""* -6.552
BEEm  -0.122 -0.647 -0.013  -0.092
Tk il il
Fon i il
BURIES s 972 972
iR R 0.403 0.411

4.5 BEEIN

AT HEARE G RE @, 407 m Rt
o fa 3t

(DBEBEMMGTTTE. hTH—FEHER
FERERIEA AR MR EEE R, ARRE
R B R LR R X MR S R AT, SR &
B4 B W 55 2 W) 2 2R 5 4 TG B o ol B 3 7 AR AR
TES%H K L BFEMK, BAEAHRERBENR
i, FRAHEARERTEERRFHARAR, £
1 (DFNF (2)FCR T B 8 RO B B H A 45 R .
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QB EZEEAMF A AMBERMETTE. BE
SR 5 0 Bl AL 4% 2 7 07 Bk R BE L BU o A O ik B
P45 1w KA %E &, 2= F 55 6 JH B m 60 4% 43 I B A
HHEEA M S AFABRURGTREE ST, HERA
T B A AR 77 4R AR B0 A 2 0 R R R R B L 4
B I R 5 T W 55 2 R OCR B K88, f8 AR IR A , 3F
MR AR, &% B E NS 0B
b SRAT R I B, AW 5T A8 A O L 4R HT B AL
Hh iy BCC AR Y ) fit 46 P WA 55 24 ) 3036, LA T N8
LURAEHNEFRETHNBERALE, LA B
AR 5 AR R S O RO AR &, B
MFRAM S ARRE REEHMETERATRE, &
R A2 SR A 55 2 A AR S 5 H AR R A ol B8 P
PARE 1% KF LB EFEMREK. R8H (3)7 A
(FNCH T MR ISR

GORA-BWBRBRA k. RESEHRL

BORAZERE REHER R R FRIEE,
HERERREERMEAMS AR MR EERE.
Bk, AHRERUA LS EEZZEERFNRAM S
AFRBEHNTRER, R —F B&/D %A
FRAEMER SREREEAMFAFARES KEHR
Gy A ol BT 7 AT AR AE 5% B9 K P B 3 IE A K
F S (S)FIH (6)FILIM T MM ZE R

(B EF - HERE T L. BT UFEIIMN
BEAFN - H B —E W kg AR H R R R R
ME VAR € , [0 08 T 46 e 4R A W 55 2 R AR R 4
ol B B R B 3SR . % CORNAGGIA et al. ™' fif
W AT o G+ 2) A By E AR,
EHMEARBATE T, SR BREEAMF A A
R ol BB 7 S AR 7E 1% 9 K F b B 3 IE A
Ko BT AR A AR 3 AN B B0, R A
44530, F B (7)FUFN (8)FLIR T MM KGR o

RS BREMEIFNERER
Table 8 Test Results of Robust Analysis

Lnapp Lnpub Lnapp Lnpub Lnapp Lnpub Lnapp Lnpub
(1) (2) (3) (4) (5) (6) (7) (8)
o 1618 1758  0.765""  0.956**"  0.579**  0.776*"  5.178**"  5.918"*
Efficiency
(1.971)  (2.192)  (2.805)  (3.423)  (L.944)  (2.221)  (3.282)  (3.775)
— 11.157 8. 599 15.690°  11.657  13.768"  10.873  —0.268  13.006
(1.504)  (1.183)  (1.932)  (L.441)  (1.815)  (1.444) (-0.012) (0.622)
5 ~0.840 -1.180 -0.985  -1.331° -0.890 -1.277°  0.692 0. 052
o (-1.091) (-1.576) (-1.244) (-1.681) (-1.152) (-1.667) (0.318)  (0.022)
ot 1,095  0.695  1.692°*"  1.261***  1.188"*  0.740"  2.673"  3.106"
(1.8
(2.452)  (1.603)  (3.502)  (2.631)  (2.652)  (1.664)  (2.195)  (2.566)
L ~0.669° -0.615* -0.124  -0.062 -0.587 -0.592° -2.149° -0.935
(-1.852) (-1.744) (-0.315) (-0.156) (-1.637) (-1.655) (-1.692) (-0.743)
- 0.439***  0.433***  -0.057  -0.093  0.417°**  0.434"**  0.085 0. 004
= (5.812)  (5.851) (-0.472) (-0.783) (5.514)  (5.808)  (0.217)  (0.012)
- ~0.005  0.031 ~0.040 -2.865E™ -0.007  0.030 ~0.164  -0.076
(-0.102)  (0.691) (-0.843) (-0.003) (-0.154) (0.655) (-1.395) (-0.644)
5 0.011 ~0.110  0.473 0.397 -0.019  -0.136  1.480 0.955
nage
v (0.062) (-0.613) (1.404)  (1.182) (-0.105) (-0.737) (1.512)  (0.983)
root -1.296"" -0.922° -1.247* -1.110° -0.802  -0.794  -—1.443 1.092
0
P (-2.571) (-1.874) (-1.855) (-1.663) (-1.547) (-1.544) (-0.732) (0.553)
— ~8.720*" -8.649°""  1.398 2.203  -8.678*** -8.995*°  0.293 0.478
(-5.092) (-5.153) (0.541)  (0.864) (-5.078) (-5.324) (0.032)  (0.051)
Tl B4l | il il b il il il
Sy = il i i i il i =
SURLIR: 972 972 972 972 972 972 530 530
JAR Y R 0.220 0.267 0.142 0.236 0.214 0.260 0.198 0.235
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5 &ig

7 F 7% ¥ HR 2007 4F % 2013 4F o [ ] ok Bl 24
) AH QIR | A Tl BE 2 TR AR RE BT O SR L W 45 A
AR AR w5 B R Al 83, B S BT
55 B 3O S 5T ] 0 AR R i 4 T LR A ol BB
Ho MMAGREN KAMFAFARES EEM A
il Y 7 7 2 (6] 83 O A Ok, 4 H W 55 A W] AR
AR, 4% PR A ol A 7 R R U 55 A
V& STRUR PSS QAL il A R (4 DR SR A i
B, 5% M0 4R WAL A R 4 ol D o B 0 SR, DA T £ 3 4
JR A ol B 81 B 7 5 58 FE W 55 2 B AR R W Bl
55 AR 5 Al B2 X AT RE BY I 55 ol ORI £ ok 1 3
1 30 (¥ IE W 38 7 , AT A2 2 4 oll BI85 7= i 5 46 A W 5%
AABEESHEEMERKPEE - EWNERAK
R, RHAREAT G SAREATGE - ERE
L & AR .

AR FMAUT LS. OFRT HXEH
W5 AAMBHEFERIR . A0 ETEE S
Prf LS Sl R A M 5 A A BN EFE R R
B - b BBy 7= G, A B T 4 T OA UL B 55
) 7E P9 R BT A 1T 3 R B PR R, AT IR AL P9 B BT A T
BATERBMRBIT . AT M E M 5% A Al
A9 A BE Ao T FF IR BA H 2 7 R R A ol 8 3 77 H A IE
T B2, Aol BB BT R AR B T B A BT R A
LI T B H T B . OB N
KHERIEAMFARANLEE BRBHEEURE
BT 2 WUEdE A B T BUR R 6 E B Tk iR, A
RS- Rk 3087 51

ARSI ERFEENHEPEMALE L,
A B 58 18 3 52 E 43 Hr 46 38 4R WA U 55 2% W BOR A Bh
T 32 74 P33 B A 7l 3 B B ROR, X I B AR T 3 T
BRRIEHMHAEA -EMERBRAEM. @F
BT R LS W 55 4 Al 3R S5 30 X & W R R OK P77
E—EMBERBMN, M THEBELEFRET A
HANTGSHHRATGHMERAEENRER
@AMREAM F A AMEHNETERTTERE
) o ol 1) 37 7 H T AR R B S R Y 2 R R
BESUEHRRRE, hEME R =L FA
MAERRMERIER. @OFVHREREREAM 5
AFABBEERAR AWM= H BFIEME, £
b 4 B 17 25 A U 4 4 0 52 3 4R HE I O 2 B s R
iz B, RAFR AW 55 2 F7E ol R 2 R
BrhmERRAEFEA, N TREPEGHHERER
il 1 54 [ % A8 R A B BT IR A R L

AMAEGFE - LRRYE, FERAERZ £
WREANFERATGEENFRERE; b T HINR
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Captive Finance Company Efficiency and Corporate Innovation

WANG Chaoen,ZHANG Ruijun, XU Xin
School of Business, Renmin University of China, Beijing 100872, China

Abstract ; Business groups are prevalent in developing countries. However, the impact of internal capital market on corporate in-
novation remains unexplored. As business groups’ internal banks, captive finance companies provide financial support for other
group members and serve as the center of internal capital market in business groups. Their operating efficiency is crucial for opti-
mizing capital allocation within the groups and can effectively relieve financial constraints of group members. Thus, the efficiency
of finance companies greatly determines the well-functioning of internal capital market in business groups.

Using data of Chinese listed companies controlled by business groups with captive finance companies in the manufacturing indus-
try during 2007 and 2013, this paper investigates whether the efficiency of business groups' finance companies facilitates the in-
novation activities of other group subsidiaries by relieving their financing constrains. We measure the efficiency of finance compa-
nies with stochastic frontier analysis approach and find a significant positive association between the efficiency of a group’s finance
company and the innovation output of other group members. This relation is more pronounced when a group member suffers seve-
rer information asymmetry, when the macro environment is monetary tightening, and when the subsidiary is situated in provinces
with underdeveloped financial market. The results demonstrating that the internal capital market of business groups acts as a sub-
stitute for external financing channels in promoting corporate innovation. Thus improving efficiency of finance companies can help
hoost innovation activities of other group members by relieving financing constraints.

This paper contributes to several streams of literature. Firstly, it adds to the growing studies on the economic consequences of ef-
ficiency in finance companies of business groups. By demonsirating the impact of finance companies’ efficiency from the perspec-
tive of corporate innovation, our study emphasizes the important role of finance companies in managing internal capital market of
business groups and further extends research on economic consequences of internal capital market. Secondly, our paper enriches
the literature on the determinants of corporate innovation. While previous studies focus on the effect of internal corporate govern-
ance and external environment on corporate innovation, we investigate whether the operation of internal capital market will shape
corporate innovation activities from the efficiency of finance companies in business groups. Besides, we contribute to the litera-
ture on finaneial-industrial integration. We provide empirical evidence on the role of financial-industrial integration in alleviating
financial constraints and prometing corporate innovation, Our findings can lend support to the necessity to establish finance com-
panies in business groups as they generally establish finance companies to realize financial-industrial integration.
Keywords ; captive finance company efficiency ; corporate innovation ;internal capital market ; financial development ; monetary pol-

icies
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